
February 6, 1939. 

Chtiiratan Eccles L e t t e r f rom Pro fesso r 

L a u c h l i n Cu r r i e Hansen 

I t l i i n k you w i l l be i n t e r e s t e d i n the a t tached l e t t e r fro r3 Hansen. 
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t. 

Harvard U n i v a r s i t y 
Graduate School o f P u b l i c A d m i n i s t r a t i o n 

L i t t a u e r Center 
Cambridge, Massachusetts 

2 February 19:9 

Dr . L a u c h l i n C u r r i e , 
Federa l Reserve Board, 
Washington, D. C. 

Dear L a u c h l i n : 

Many thanks f o r your coraaents on ny P r e s i d e n t i a l address. 
Wi th respec t to the P res iden t on the budget , I should p r e f e r t o make 
a much f u l l e r statement than i s p o s s i b l e i n a l e t t e r , which I hone 
to have the occas ion to do some t i n e l a t e r . 

The Treasury conference l a s t week I t h i n k was none too success fu l . 
A t any r a t e everyone, {except I t i e f l e r who t h i n k s we n?ed the a d d i t i o n a l 
sav ings to make our count ry more p r o d u c t i v e . He i s f o r f u l l Keserve 
P l a n . ) , has agreed t h a t the b i ^ reserve should go, but t he re i 3 l o s s 
agreement w i t h respec t t o upping the t a x r a t e s i n 1940. I n f a c t o f 
the o u t s i d e r s who were present V i n e r , K i e f l e r , Brown and Mrs. Burns 
a l l favored uppin? the tax r a t e s desp i t e a l l the arguments which I 
t r i e d to make. I have a f e e l i n g t h a t , un less new s h i f t s occur w i t h 
respec t to employer and employee sen t iment , the P res iden t w i l l support 
the inc rease i n the t a x r a t e s . From t i e s tandpo in t o f h i s pes t connec-
t i o n w i t h t he present ac t I can see t h a t f rom a p r a c t i c a l v i ewpo in t 
t h i s i s much the eas i es t t h i n g f o r h im to do. 

Very s i n c e r e l y you rs , 

{Signed) A l v i n H. Hansen 
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Chairman Eccles 

L a u c h l i n C u r r i e 

January 27, 1939. 

Comments 011 Hansen's 

P r e s i d e n t i a l Address 

Hansen, i n h i s P r e s i d e n t i a l address, shows keener awareness 
o f the na tu re and s i g n i f i c a n c e o f t i le bas ic changes t h a t have occur red 
i n American economy than has any o t h e r t h e o r e t i c a l economist o f n o t e . 
I t h i n k , however, t h a t he f a l t e r s a b i t when he eor.es to the s o l u t i o n s . 
The e f f e c t o f the p o l i c y he recormends would n e i t h e r be f u l l enp loy-
ment nor very bad unemployment. I t 'ou i I be, i n e f f e c t , se ta i - s tagna t ion . 
I ari no t a t a l l convinced by h i s statement t h a t a <£>vernmentallyT induced 
recovery would run i n t o any more b o t t l e n e c k s and p r i c e r i s e s than v.*ould 
a " n a t u r a l r ecove ry . 

I t h i n k t h u t he has no t n e a r l y s u f f i c i e n t l y s t ressed the p o s s i -
b i l i t i e s o f so m o d i f y i n g the tax s t r u c t u r e as to permi t a h i g h e r n a t -
i o n a l income on the b a s i s o f a sma l le r volume o f c a p i t a l i nves tment . 
F i n a l l y , I t h i n k t h a t he i 3 unduly p e s s i m i s t i c over the p o s s i b i l i t i e s 
o f p u b l i c investment l e a d i n g to d i c t a t o r s h i p . The Swedes have /'one 
much f u r t h e r i n t h i s d i r e c t i o n than we have, and Sweden i s unques t ionab ly 
one o f the s taunchest democracies i n the w o r l d . 
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Exce rp t3 f r a n the P r e s l d e n t x a l Address o f P r o f e s s o r A l v i n H. Hansen, 
b e f o r e the .American Economic A s s o c i a t i o n , December 1938. 

"We a re -passing, so t o speak, over a d i v i d e whioh separa tes t he 
g r e a t e ra o f g rowth and expans ion o f t he n i n e t e e n t h c e n t u r y f rom an 
era wh ich no n n , u n w i l l i n g t o enbark on pure c o n j e c t u r e , can as y e t 
c h a r a c t e r i z e w i t h c l a r i t y o r p r e c i s i o n . We * r e moving s w i f t l y ou t o f 
t he o r d e r i n wh ich those o f our g e n e r a t i o n were brought up i n t o no 
one knows whe t . 

Overwhe l rdn nLy s i g n i f i c a n t , bu t as y e t a l l too l i t t l e cons idered 
by economis ts , i s the p ro found change wh ich we are c u r r e n t l y under -
go i ng i n t he r a t e o f p o p u l a t i o n g rowth . I n the ^ecade o f t he n i n e t e e n -
t w e n t i e s the p o p u l a t i o n o f the U n i t e d S t a t e s i nc reased by 16,000,000 — 
an a b s o l u t e growth equa l t o t t o f t he p re -war and i n excess o f any 
o t h e r decade i n our h i s t o r y . I n t he c u r r e n t decade we a re add ing l e s s 
than h a l f t h i s number t o ou r p o p u l a t i o n , o r o n l y 8 , 000 , 000 , w h i l e the 
bes t f o r e c a s t s i n d i c a t e an i nc rease o f l e 3 s t han 6 ,000,000 i n t he decade 
which we are about t o e n t e r , " p , 2, 

* * * * * * 

"Thus as a f i r s t a p p r o x i i i a t i o n we may say t h a t the growth o f p o p u l a t i o n 
i n t he l a s t h a l f o f the n i n e t e e n t h c e n t u r y was r e s p o n s i b l e f o r shout 
f o r t y pe r cent o f t he t o t a l volume o f c a p i t a l f o r m a t i o n i n the U n i t e d 
S t a t e s , I f t h i s i s even a p p r o x i m a t e l y c o r r e c t , i t w i l l be seen what 
an i m p o r t a n t o u t l e t f o r inve;-tra«nt i s b e i n g c losed by reason o f t he 
c u r r e n t r « p i d d e c l i n e i n p o p u l a t i o n g r o w t h , " p , 14 , 

* * * * * * 

"We a re thus r a p i d l y e n t e r i n g a w o r l d i n wh ich we must l e a n more 
and more h e a v i l y upon t he advance o f t echno logy i f a re t o f i n d 
p r i v a t e i nves tmen t o p p o r t u n i t i e s adequate t o m a i n t a i n f u l l employment , " 
p . 18 , 

"And when a r e v o l u t i o n a r y new i n d u s t r y l i k e t h e r a i l r o a d o r the 
a u t o m o b i l e , a f t e r h a v i n g i n i t i a t e d i n i t s you th a p o w e r f u l upward surge 
o f i nves tmen t a c t i v i t y , reaches m a t u r i t y and ceases t o gro , as a l l 
i n d u s t r i e s f i n a l l y mus t , t h e whole economy must expe r ience a p r o f o u n d 
s t a g n a t i o n , u n l e s s indeed now developments t a k e i t s p lace* I t i s no t 
enough t h a t a new i n d u s t r y c o n t i n u e s a t a h i ; ; h l e v e l on a h o r i z o n t a l 
p l a n e . The f a c t t h a t new r a i l r o a d m i l eage c o n t i n u e d t o be b u i l t a t 
about the same r a t e t h rough the s e v e n t i e s , e i g h t i e s m d n i n e t i e s was 
n o t s u f f i c i e n t . I t i s t he c e s s a t i o n o f g rowth wh ich i s d i s a s t r o u s . 
I t i s i n connec t i on w i t h the g row th , E i a t u r i t y and d e c l i n e o f new 
i n d u s t r i e s t h a t t he p r i n c i p l e o f a c c e l e r a t i o n o p e r a t e s w i t h p e c u l i a r 
f o r c e . And when g i a n t new i n d u s t r i e s h«ve spent t h e i r f o r c e , i t may 
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t ake a l o n g t i n e be fo re something e l se o f equa l magni tude emerges. 
I n f a c t n o t h i n g has emerged i n the decade i n wh ich we are no-.' l i v i n g , 
and n o t h i n g s u f f i c i e n t l y s i g n i f i c a n t has y e t l i f t e d i t s head over 
the h o r i z o n t o make the p rospec t b r i g h t ahead. " pp. 19, 20. 

* * * * * 

" V a r i o u s measures are open to us i f v.e w ish t o mainta in f u l l 
employment, and, i n v iew o f the p r o d u c t i v e resources set f r e e by the 
c e s s a t i o n o f p o p u l a t i o n g rowth , r a i s e the per c a p i t a r e a l incorte pe r 
annum by en Jiraount g r e a t e r t han the n i n e t e e n t h c e n t u r y r<;te o f advance. 
Consumption may be strengthened by t a p p i n g t h a t volume of v o l u n t a r y 
sav ings wh ich f o r m e r l y f l o w e d , under the s t i m u l u s o f a r a p i d r a t e o f 
p o p u l a t i o n g rowth , i n t o c a p i t a l f o r m a t i o n . P u b l i c inves tment May be 
u s e f u l l y nade i n human and n a t u r a l resou rces and i n consumers* c a p i t a l 
goods o f a c o l l e c t i v e c h a r a c t e r des igned t o serve the p h y s i c a l , r e -
c r e a t i o n a l and c u l t u r a l needs o f the community as a vihole. But we 
cannot a f f o r d t o be b l i n d t o the unmis takab le f a c t t h a t a s o l u t i o n 
Ion?? these l i n e s r a i s e s s e r i o u s problems of economic w o r k a b i l i t y 

and p o l i t i c a l a d m i n i s t r a t i o n . 

"Ho w f a r such a program, whether f i n a n c e d by t a x a t i o n o r by 
governmenta l l o a n e x p e n d i t u r e s , can be c a r r i e d o u t w i t h o u t adve rse ly 
a f f e c t i n g the system o f f r e e e n t e r p r i s e i s a prob lem w i t h which econ-
o m i s t s , I p r e d i c t , w i l l have t o w r e s t l e i n the f u t u r e f a r more i n t e n s e l y 
than i n the p a s t . Can a r i s i n g p u b l i c debt owned i n t e r n a l l y be s e r v -
i c e d by a schene o f t a x a t i o n which w i l l n o t adve rse l y a f f e d t t he mar-
' i n a l r e t u r n s on new inves tment o r the m a r g i n a l cos t o f VorrowingT 

Can any t u x system, des igned t o d e f l e c t v o l u n t a r y s a v i n g i n t o connun-
i t y e x p e n d i t u r e s on a sca le s u f f i c i e n t t o accompl ish the i n t ended 
r e s u l t a , be dev ised wh ich w i l l no t p r o g r e s s i v e l y encroach on p r i v a t e 
inves tment? 

"As so o f t e n i n economic l i f e , we are c o n f r o n t e d by a d i lemua. 
Cont inued unemplo;ymant on a vas t s c a l e , r e s u l t i n g f rom inadequate 
p r i v a t e inves tment o u t l e t s , cou ld be e:\pected sooner o r l a t e r t o lead 
s t r a i g h t i n t o d i c t a t o r s h i p ; bu t so a l s o , by an i n d i r e c t r o u t e and a 
s lower p rocess , m i : h t a g r e a t l y extended p rog ran o f p u b l i c e x p e n d i t u r e s . " 
pp. 2£, i 3 , £4. 

* * * * * 

Thus we are c o n f r o n t e d w i t h v a r i o u s a l t e r n a t i v e s . On t he one 
s i d e , t h e r e i s t he p r o p o s a l t o r i s k a n e g a t i v e governmenta l o o l i c y 
i n t he e x p e c t a t i o n t h a t t h e r e c u p e r a t i v e f o r c e s t o which we have 
l o n g been accusto ed w i l l , i n the absence o f p o l i t i c a l i n t e r f e r e n c e , 
r e - a s s e r t themse lves . On the o t h e r s i d e , t h e r e if? the p r o p o s a l t o 
go f o r w a r d under f u l l s tean w i t h u n r e s t r ? i n e d governmenta l expans ion 
u n t i l f u l l enp loyaont has bean reached. Those who have no doubts 
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whatever about the cor rec tness o f t h e i r economic analyses - s i l l not 
h e s i t - t e to make a bo ld choice o f p o l i c y . But o t h e r ? , impressed 
w i t h the s tubborn ecooomie r e a l i t i e s o f a r a p i d l y changing w o r l d , on 
the one s i d e , and the f r a i l t i e s o f hua?m na tu re i n i t power t o make 
the app rop r i a te adap ta t i on to change, on the o t h e r , w i l l no t be so 
su re , and many p r e f e r t o take a a i d i e course — c.:c t h a t r i s k s n e i t h e r 
a nega t i ve p o l i c y nor a breakdown o f c o l l e c t i v e maimg'-ment." pp.*)4-25. 

* * * * * 

" I suggest — the f i g u r e s are o n l y a rough approx imat ion— t h t 
we cou ld not a f f o r d to l e t our income f a l l m a t e r i a l l y below $65,000,000,000, 
o r below #60,000,000,000 as a minimum. A 3cale o f net i ncome-c rea t ing 
governmental expend i tu res adequate t o p reven t a f a l l i n income below 
t h i s l e v e l can, i t seens to me sca rce l y be ques t ioned, and would c u r r e n t l y , 
I b e l i e v e , corariand the support o f most economists. As the n a t i o n a l i n -
cone, however, approaches #70,000,000,000, I suggest t h a t the net i n -
cone -c rea t i ne governmental expend i tu res ought to be tapered o f f . As 
v?e approach t h i s income l e v e l , the ecororaic s i t u t i o becomes i n c r e a s -
i n g l y e x p l o s i v e . B o t t l e - n e c k s beg in t o appear* Costs r i s e . Labor 
a g g r e s s i v e l y demands wage inc reases . R i s i n g cos ts lead to i n v e n t o r y 
s p e c u l a t i o n . We encounter the f a m i l i a r v i c i o u s s p i r a l o f r i s i n g cos ts 
and r i s i n g p r i c e s w i t h growing i n e f f i c i e n c y . At t h i s l e v e l the spending 
program becomes r e l a t i v e l y i n e f f a d t i v e as a zaej.ns t o r a i s e the r e a l i n -
cowe o f the co mun i t y . Th i s danger p o i n t if? c l e a r l y reached sooner I n 
a democrat ic coun t ry than i n a t o t a l i t a r i a n s t a t e . A t v»hat p rec i se p o i n t 
i t i s reached depends upon the degree o f d i s c i p l i n e an-* s e l f - r e s t r a i n t 
wh ich the v a r i o u s economic groups have achieved o r can achieve under 
democrat ic i n s t i t u t i o n s . What I am suggest ing i s t h s t i n t he Un i ted 
S ta tes the upper l i m i t o f t o l e rance i n t e r n s o f s o c i a l and economic 
s t resses end s t r a i n s may be set a t around #70,000,000,000, A t the 
#60,000,000,000 Income l e v e l we can a f f o r d to spend h e a v i l y to f o r e s t a l l 
any f u r t h e r d e c l i n e , 

"The o b j e c t i o n w i l l almost c e r t a i n l y be r a i s e d t h a t t he argument 
which I have d i r e c t e d aga ins t cont inued governmental spending can e q u a l l y 
w e l l be d i r e c t e d ag&inet p r i v a t e i nves tmen t , once the upper danger ssone 
has been reached, I should doubt the v a l i d i t y o f t h i s c r i t i c i s m . I f 
the sovernnont cont inue® t o pour ou t funds a t a l a v i s h r?. t e , wage-earners 
and employers a l i k e are l i k e l y t o take the easy course which leads to 
h i cos ts and h i g h e r p r i c e s . Bu t , i f r e l i a n c e could not be p laced 
upon a stream o f purchas ing power e x t e r n d t o business i t s e l f , we cou ld 
expec t , I t h i n k , a more v igorous r e s i s t a n c e to uneconomic c o s t - r a i s i n g 
demands. P u b l i c spending i s the eas i es t o f a l l recovery methods, and 
t h e r e i n l i e s i t s danger. I f I t I s c a r r i e d too f a r , we neg lec t to a t t a c k 
those s p e c i f i c malad jus tments w i t h o u t the removal o f which we cannot 
a t t a i n a workabl c o s t - p r i c e s t r u c t u r e , w i t h o u t which i t 1s no t p o s s i b l e 
to achieve the o the rw i se / v a i l a b l e f l o v o f p r i v a t e i n v e s t m e n t , " pp .25 ,26 ,27 
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